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P-ROCEEDI-NGS
(9:40 a.m)

MR ORSZAG Wl cone everyone. M/ nane's
John Orszag. |I'mthe Director of Policy here at the
Commerce Departnent. |'mjoined by Susan Wderko from
the Securities and Exchange Conm ssioner, and Don Wnn
fromthe Federal Reserve.

W want to thank everyone for taking tine
out of their day to cone here and give their input on
this program

As you know, the President signed the
Steel Loan and G| and Gas Loan Cuarantee Prograns on
August 17. The | egislation gives 60 days for the
regul ations to be promul gated. That gives us til
Cctober 18, 28 days fromnow, to finish them

We've been working hard on the issues
surrounding the legislation, and we see this as an
opportunity for the public to give their input on the
operations of these two progranms, and so we will be
listening to you today. Qur goal is to listen and
find out what you have to say.

W will not be asking questions except to
the extent that we will be asking for clarification on

a point. If you nmake a point and it's just not clear
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to us, one of us may junp in and ask you to expand on
it just so that we understand what you're trying to
say.

And one other thing is we nmay rotate up
here. There's other staff fromthe Fed and the SEC
and from Comrerce here, and we may just do a little
rotating, because | know | have one neeting | have to
go to.

| think the first person to talk today is

Dck Rederer fromWirton, and so l'd like to ask for

himto -- if he can go up to a m crophone and begin.
There's a -- | think right there.

MR, RI EDERER: Thank you, and good
nmorning. It's a pleasure to be here and present at

| east sone of our views, and it's a pleasure to be
with the staff of the Board. It is a great pleasure
for us to testify on this vital legislation for the
future of the steel industry, and thank you for the
opportunity.

| am pleased to be joined today by Mark
G yptis, President of the Wirton |ndependent Stee
Wor kers  Uni on. On behalf of the Conpany, our
shar ehol ders and workers, and the entire Chio Vall ey,

whi ch depends so nuch on its steel makers, we wll be
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forever indebted to Senators Byrd, Rockefeller,
Congressnmen Ml |l ohan and Nay particularly, and others
who have achieved passage in Congress of this
| egi sl ati on.

The idea for this legislation cane to ne
as | was preparing to testify before the Senate Steel
Caucus in Novenber of 1998 in the mdst of the worst
inmport crisis that ever hit the steel industry, and,
for that matter, the econony of the United States,
readi ng about the additional farm blown prograns that
were passed by Congress as they passed the final
appropriation bills, and | decided to include in ny
testinmony the fact that the steel industry was
suffering the sanme effects as the farm community
because of the worldw de financial crisis.

The econom c col |l apse of Asia, then the
ClS countries, and then the Latin American countries
significantly reduced demand for steel in those
countries and led themto export their overcapacity at
unfairly traded prices to the United States. The
result for U S. steelmakers, including Wirton Steel,
was significant cutbacks in production, enploynent,
and changes fromprofits to | osses.

Wiile the inport pace has finally sl owed
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due to successfully pronulgated unfair trade cases,
the danmage is far fromover. At Wirton, we shut down
one of our two operating glass furnaces in Decenber of
1998, and at this point have yet to recomm ssion it.

At one tinme, we had as many as 1,000
peopl e on | ayoff. W have suffered financial |osses
in each of the last four quarters, with cumulative
operating |l osses of nearly $75 mllion.

Capital spending, which has averaged over
$80 million over the past ten years, was reduced to
$20 mllion in 1999 as actual expenditures. And thus
far, when we put our plan together for 1999, that
capital expenditure was planned to be over $50
mllion.

The result of this decrease in capital
expenditure may be catastrophic for the Conpany in
terms of staying conpetitive in the years to cone.
Wiile we are seeing increased orders and increased
prices for certain product lines as a result of the
unfair trade cases, pricing still has not recovered.

Pricing is still about half of what we'd lost in
pricing since the beginning of this crisis.
Therefore, the financial community does not have the

confidence in Weirton and conpanies |like ours to give
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us access to the equity or debt markets.

Just |ook at the facts. Weirton, a
publicly-traded conpany, traded on the New York Stock
Exchange with a significant ESOP conponent, is trading
approximately at $2 a share, nearly an all-tinme |ow
for our stock.

Prices of other large public stee
conpanies -- LTV Steel is trading just over $5 a
share. Bethlehemis trading just over $7 a share.
Not only are they at 52-week |lows but they are at
hi storic | ows.

At these prices for our securities, we
have no opportunity to tap the equity markets. Just
i magi ne, our market capitalization and that of our
conpetitors are at their worst levels in history
despite the fact that the U S. is enjoying its |ongest
period of econom c expansion in U S. history.

Demand for steel products based on all-
time record production of cars, trucks, in addition to
record expenditures for construction, are at an all-
time record |evel. How could this happen to an
efficient industry? The answer is clearly the
devastation that inports have wought on the industry.

W have an $84 mllion bond redenption to
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make on OCctober 15. W have already secured and
al l ocated funds to redeemthese bonds; however, this
paynment will leave us with precious little operating
capital. W cannot find additional financing at rates
that would all ow the Conpany to neet its business plan
forecast given the damage that has occurred to our
bal ance sheet over the past year. Therefore, the
Government CGuaranteed Loan Program is vital to
Weirton's future.

| know our Counsel, Roger Schagrin has
gone over nmany of the particulars as to what should be
contained in the rules and regul ati ons enacting the
statute. | would like to make one very inportant
point fromWirton' s perspective. Al of our previous
maj or financings have been done through the public
bond mar ket s. It is easier for an underwiter to
issue a bond offering than it is to find a single bank
or investnment conpany that would lend a quarter of a
mllion dollars to a conpany.

Weirton has anple security in the form of
property, plant and equipnent, inventory, accounts
receivable in order to secure these bonds, and we can
receive a rate that would allow us to have funds

avail able to resune nornmal capital expenditures and
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stay conpetitive.

Senat or Byrd clearly intended this
| egislation to be as broadly construed and as hel pful
to the steel industry as possible. W have
underwiters prepared to package and sell a guaranteed
bond offering in the amobunt required by the Conpany.

| would submit to you that granting a
Governnment guarantee as presently occurs wth
i ndustrial revenue bonds and nunerous treasury
instrunments has the sane practical effect as a
Gover nnment guarantee on a | oan.

Once again, | appreciate the opportunity
to testify and woul d be happy to answer any questions
or clarifications that you m ght have.

Thank you.

MR ORSZAG Thanks. Next up is Mark
A yptis fromthe | ndependent Steel Workers.

MR GYPTIS: Good norning. M nane is
Mark Ayptis. |'mPresident of the |Independent Stee
Wrkers Union. | ama rigger by profession and have
been enployed at Weirton Steel for approximtely 26
years. VWiile | ama third generation steel worker,
many of our enployees at Wirton Steel are fourth

generation steel workers. Weirton Steel has been
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enpl oyee- owned since 1983, and at that point in tine,
Weirton Steel was the largest industrial ESOP in the
nati on.

| would like to thank the panel for the
opportunity to testify here today. |It's an honor for
nysel f and the 3,600 union steel workers | represent
in Weirton, West Virginia. | amalso here on behalf
of the Conpany's thousands of retirees. Their futures
depend upon the continued viability of Weirton Steel
Cor por ati on.

My purpose in com ng before you today is
to make a request regarding the energency steel, oil,
and gas | oan provi sion.

First of all, | applaud the Congress and
the Adm nistration for taking such positive action on
this issue. As you know, the Anerican steel industry

has been suffering in the past year fromthe continue

effects of the illegal dunping of steel into Amrerican
mar kets. Countries such as Brazil, Russia, Japan, and
many others have illegally dunped hot and col d-roll ed,

and we're now seeing tin plate being dunped what we
believe are illegal prices into our markets.
Weirton Steel Corporation, in particular,

has been severely inpacted by foreign inports in the
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past year. At one point, we had over 1,000 enpl oyees
laid off at Weirton Steel. That's over 25 percent of
our workforce at a tine where the demand for steel was
an all-time high in this country, there was over
10,000 steel workers laid off in this country.

The crisis in our industry continues;
however, this bill along with the recent inprovenent
in steel prices leads ne to be optimstic that Wirton
can remain a viable conpany in a vibrant steel
i ndustry.

Weirton Steel Corporation is a two-bl ast
furnace operation, but the inport crisis has caused
Weirton Steel to shut down one of its two-blast
furnaces and instead purchase needless slabs from
out si de suppliers.

I'"'m here today to urge the panel to
consider rules and regulations that wll allow
eligible donestic steel conpanies to use nonies
obtained through the provisions of the Enmergency
Steel, Gl, and Gas Loan Provision Programin order to
start up idle operating units, such as nunber 4 bl ast
furnace at Weirton Steel. This furnace was shut down
exclusively due to the inportation of hot and cold

roll into our markets.
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In the case of Wirton, such a plan would
provide the conpany with the financial ability to
purchase raw materials fromsuppliers and to order the
necessary parts needed to operate the idle nunber 4
bl ast furnace. The approximate investnent is
sonmewher e between $20 and $20 mllion that is required
to acconplish this.

This wll return Weirton virtually -- all
the |laid-off enployees will virtually be recalled back
to work. More inportant, such an investnment wll be
financially prudent in as nmuch as it would i nredi ately
Weirton Steel's cash flow situation, and, further,
this investnment would likely could be repaid within a
six-year time franme that the bill -- that's included
in the regulations of this bill.

In addition to providing work for our
| ai d-of f union nenbers, such a logistic nove would
al so inprove indirect benefits to the donestic iron
ore conpani es which have also suffered as a result of
the illegal foreign steel inports. Thousands of
workers in iron ore fields in this country are laid
off due to the inportation of slabs and other product
into our markets. And | nust add that those are

illegal inports.
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In the past, our American steel conpanies
have learned to deal with ups and downs of the
industry that formed the industrial backbone of our
nation. The Anerican steel industry and Wirton Steel
Corporation in particular have becone | ean,
conpetitive conpani es who have engaged i n downsi zi ng,
cutting costs in order to face the reality of a very
tough industry. Further, in order to create an ESOP
Weirton's enpl oyees took nunerous concessi ons and nade
sacrifices in lieu of increased conpensati on.

And in recent nonths, union steel workers
have been at the forefront of the fight to stop
illegal foreign steel inports. Qur Dbattle wll
continue as the Congress resunes its |egislative work.

|'"'m here today to say that the Enmergency
Steel, QI, and Gas Loan Provision Programw || also
hel p donestic steel conpanies to maintain our industry
whil e continuing the conpetitive fight on the gl obal
| evel .

| also respectively urge the panel to
consi der the | anguage regarding the start-up of idle
facilities to be part of the Loan Provision Program
and therefore allow Anerican steel workers to return

to their jobs and be able to conpete again on a | eve
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pl aying field.

Again, | thank you for allowng ne to
appear today on behalf of the |Independent Steel
Workers Union and Weirton, Wst Virginia, | applaud
your work and look forward to your results. I
sincerely believe this program wll result in a
stronger and nore conpetitive American steel industry.

Thank you very nuch.

MR. ORSZAG  Thank you, Mark

Susan Braden is next, speaking on behalf
of the Gulf States Steel.

MS. BRADEN: Good nor ni ng. | represent
Qulf States Steel, which is a fully integrated stee
mll in Gaston, Al abama, which is about an hour drive
from Bi rm ngham Al abama. The mll has been in
exi stence for alnost over a century, and it is the
| argest enployer in that part of the state; there is
not hi ng el se there.

And this bill hopefully will enable that
not only our steel mll but the comunities that
depend upon the tax revenues and ot her benefits that
fl ow downstream from that conpany to continue to be
viable entities.

This is a nuch npbre serious issue for
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that part of the country than sinply the loss of an
enpl oyer. The downstream effects are really very
enornous, and it's a great tribute to a nunber of
senators and congressnen that worked very hard on this
bill that they understood that was true, not only just
for our community but for other steel making
comuni ties.

| believe George Becker testified --
who's the head of the International Steel W rkers
Union -- testified that for every steel worker job you
| ose, you basically have five other jobs that are
affected in the local economes. And that certainly
is true probably to a higher extent in the snal
community where ny client resides.

The nature of ny coments this norning
are probably nore technical than entertaining.
They're, | think, set forth in sonme detail, and |
woul d be glad to work with the nenbers of the staff if
there's anything | can do to be of further assistance
in this issue.

The points | really want to nake are just
a few First of all, in terms of the conpanies
qualified, the only point I would nmake is that it

seens to me that it would be a real travesty if this
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bill essentially were utilized to assist steel mlls
who have suffered | osses and other things for reasons
other than the inport crisis. |It's quite clear in the
entire congressional history. And the reason this
bill is there -- and an energency bill at that -- is
because of conpani es who have suffered because of the
i nport crisis.

The cases that you all are famliar that
have been filed before the Departnent of Conmerce
certainly are an indicia of where the harmbasically
-- where to look for the conpanies and the entities
t hat have been harnmed by this situation

I have proposed, in addition, t he
defining of three terns in the statute, and let ne
spend just a mnute on that. The word "financing
needs" are not described. | have tried to provide a
little nore fuller, robust explanation of what is
i ncluded in that.

Certainly, capitalization,
recapitalization for expendi tures t hat Wil |
essentially help these conpanies differentiate their
products fromthose in the inports are obviously very
inportant for the future. W certainly don't want to

ever be in a situation where we are in harnms way
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agai n. And if our Conpany is fortunate enough to
receive the benefits of this program we certainly
intend to use a large amount of the nobney to do
sufficient types of capital inprovenents so that
really we hope we'll not really be in the inport
commodi ty busi ness any | onger.

Needless to say, there is a debt
conponent in each of these conpanies, and to a certain
degree that's going to be different from conpany to
conpany. Certain conpanies nmay need this for what |
woul d short-term debt; others may need it for |ong-
term debt . How t hat val ue judgnment is made by the
Board is sonmething | think you' re perfectly capabl e of
doing. But | do think ultimately the exercise is to
make these conpani es stronger so that they don't have
to be in this situation again.

The one point that | think we all stand
really strongly on is the fact that we want this
programto be a success, and we want to help nmake it
a success. W do not want to be back here again, and
we do now want to hear testinony year after year |ater
on about why this programdidn't work. W want this
to be sonething that people | ook back upon with great

pride.
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The final point that | want to nake
really goes to a problemin ny own conpany but al so
was a driving force in this legislation. At the tine
it was initially offered, Acne, Laclede, and Geneva
Steel were in bankruptcy. After that tinme period,
Qualitech and Gulf States Steel went into Chapter 11

Had this bill been passed at the conference stage
when it was in with the Kosovo War effort, we would
not h ave had to go into bankruptcy. It was sinply a
l[iquidity issue, and we really literally ran to the
wall. We ran out of noney.

The conpanies in bankruptcy, however,
have a different situation than the other applicants
you're going to be hearing from and that is this:
You are going to be the nenbers inplenenting this, but
the bankruptcy code gives a United States federa
bankruptcy judge prior jurisdiction, and in one sense
ultimately is a nenber of this Board.

| have provided M. Fee with the names of
all five cases and the nanmes of the judges that are
pendi ng -- presi di ng over t hose bankr upt cy
proceedings, and | would strongly urge that the staff
try to find sonme vehicle for communicating to the

bankruptcy judges to incorporate their views.
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As you know, judges aren't typical ones
that would cone here and ask to testify. They're
usually -- they wait for people to cone to them But
| think it's inportant that you understand their role.

A conpany in bankruptcy cannot borrow any
nmoney to exit or to stay in bankruptcy or anything
w thout an order of a court. And, so whatever you do
is going to have to be conditional upon approval
ultimately, by a bankruptcy judge. The Board may
I ssue guarantees, but the guarantees really are not
going to be able to be inplenented or utilized really
until there is going to be a court order

And in nost cases | am sure that the
conpany is going to try to use this as a formof exit
fi nanci ng. No one wants to remain in bankruptcy,
trust me, other than |I think the bankruptcy |awers
like to have us in bankruptcy. But we really want to
get out, and we need to use this programto be able to
exit.

And there are sonme time constrictions on
that as well. (Qobviously a bankruptcy proceeding is an
advocacy proceedi ng, and other parties basically have
the right to present views and they're tinetabl es that

have to be followed statutorily, which may cause sone
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adj ustnent to be made by the Board.

So, | would strongly wurge that you
accommodat e that process; recognize it, first of all,
and accommopdate it in the process that you have, and
| think that there's no reason that this cannot run
smoothly, but it's not going to be exactly the sane as
it is for the conpanies that are not in bankruptcy.

W are not going to be able to nove as quickly by
virtue of the fact that we have other constraints, not
the least of which is the jurisdiction of a federal
court to concern ourselves with

M/ final two points are on these: It has
been suggested to ne that the Board may feel that it
needs to retain outside experts outside the
Covernnent. As a former Justice Departnent and agency
| awyer, | often -- | have sone m xed feelings about
that, because | think there's a great deal of
expertise within the Governnent collectively.

Should you do that, though, we would
strongly urge that you do the type of due diligence --
nost of the conpanies in bankruptcy have seen al nost
every major advisor that knows anything about the
steel market is in one of these proceedi ngs, one way

or the other, either on the record or not on the
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record.

In addition, obvi ousl y, this is a
conpetitive battle. | nmean, this is a conpetitive
battle for who will remain in this market and who w ||
not, and there are other conpanies that nmay or nmay not
necessarily be pleased that the conpanies that are
going to benefit fromthis program are going to be
able to do so.

W provide a price constraint in the
mar ket overall, and that's an inportant thing fromthe
Governnent's perspective. These snmaller and m d-size
conpani es basically are really what hel ps keep prices
lowin this country when inports are down. W are the
fighting ships for the consunmers in this country, and
there are going to be forces that are not basically
want to have us succeed at basically being able to
utilize this programor to utilize it in a quick way.

So, that's a factor | think you just need
to be mndful of. There's nothing nore that needs to
be said than that. But we want to be sure that
whoever's consulting or advising with you has no
interest in any of these other entities. | think
that's inportant for the integrity and the

transparency of the process.
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And, finally, obviously, nmuch of the
information you're going to be receiving essentially
opens the bedroons of the conpanies' doors. | nean,
you're going to know everything there is financially
to know about the conpanies, their business plans,
where they're going to be going to market, who are
their custoners, where they are. (Qbviously this has
to remain confidential. The Governnment knows how to
handl e that in a responsible way. The only thing that
we have suggested basically is should sonmeone need to
have this information and is able to get a court order
to do so, we'd like to have the opportunity to go to
court basically and get a protective order, which I
think we would be able to do wthout any difficulty.

Those are ny comments. I'"m very, very
happy to be here. M/ only -- this is a mracle. You
just need to know that there are very few tines in
life when sonmething happens that is totally
serendi pitous that no one could have expected. This
bill is one of those. | have lived with this fromthe
beginning, as with M. Ri ederer.

The Congressional sponsors of this bil
were not just Denocrats. Senat or Shel by, Senator

Sessi ons, Congressman Aderholt, Congressman Cal | ahan
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all are Republicans fromour state, and they were very
instrunmental in convincing the Republican | eadership
-- Senator Lott and the Speaker -- to let this bill go
to the floor of both of those Houses, although the
| eader shi p was adanmantly opposed to this on principle.

But they decided that they would allow
the nenbers to speak their voice, because they
realized this was nore than an issue about individua
conpani es. It really was about infrastructure of
comunities. And, ultimately, | think that was really
the prevailing argunent in all of this.

So, we're here with a great deal of
gratitude to many. W intend to nmake this a success.
W want you to be proud of us. W want you to talk
for years about the success of this program and what
a difference you made in everyone's |lives, nost
particularly those that | represent in Al abanma.

Thank you.

MR. ORSZAG  Thank you very nuch

Next up i s Roger Schagrin.

MR SCHAGRI N: Thank you. It's a
pl easure to appear here this norning before the staff.
Before getting into ny prepared remarks on the Stee

Loan Program which | had submtted, 1'd Iike to put

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




24

the programin a context with reference to an article
that was in today's New York Tines' business section.

As we all know, particularly those at the
Comrerce Departnent and the SEC and the Federal
Reserve, yesterday our country announced yet again
another nmonthly record trade deficit -- over $25
billion in one nonth. Wen | started in the practice
of international trade sonme 17 or 18 years ago, we
were a little bit flabbergasted that we were running
trade deficits that l|arge on an annual basis.
Qobviously, we've had a lot of growh in our econony
and in world trade.

But in this New York Tines article,
there's a reference to a statenent that President
Cinton nmade | ast week at the APEC Conference in New
Zeal and. And quoting the article he said, it says
that "President dinton said in New Zeal and | ast week
that the United States deliberately allowed its trade
deficit torise in an effort to aid the countries of
Asia after the economc crisis that struck the region
in July 1997."

So, I'd Ilike to congratulate the
President and the Adm nistration for having done such

an excellent job of acconplishing their policy of
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maki ng the trade deficit rise in order to help Asia
out of its crisis.

The problem as we know, is that Asia is
now comng out of their crisis, but the effects of the
increase in the trade deficit, which were so dramatic
on the steel industry, on our farmcomunities, on our
oil and gas producers is still having very l|asting
effects, and that's what Congress is attenpting to
give sone relief to these various sectors. They've
done it quite a bit with the farmcomunity; they're
now doing it with the steel industry and with the oi
and gas industry.

And | think you should -- the Board
should keep in mnd as it is looking at putting this
legislation into a regulatory basis, as you're
considering loan applications, that Congress had
decided that the Adm nistration has a responsibility
to these sectors of our econony who were so badly
damaged by this increasing trade deficit, by this huge
surge of inports in certain products, particularly
steel that cane here, that you' ve got to put this
programinto effect with sone flexibility.

W don't want you to waste the

Governnent's noney, as Ms. Braden conmented. Five or
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six years fromnow when this ends in 2005, we all want
to look back wth a great deal of pride on this
effort.

But in the near term these conpanies,
many in bankruptcy, many on the edge, many in severe
financial distress, many unable to nake the nornmal
capital expenditures that they normally nmake every
year, not the new major expenditures, but these steel
mlls need noney being put in themall the tinme in
order to stay conpetitive. They have had to forsake
t hose expenditures, and their conpanies wll pay for
that for years to conme, and Anerican consuners wll
pay for that for years to cone with not having as good
a steel industry as we ought to have.

Wth that as background, | think the
testinony is fairly self-explanatory. | believe that
the legislation itself contains a nunber of specific
requi rements for qualification for the | oan guarantee.

As a substantive matter, the regulations that you
publish should mrror the statutory requirenents for
eligibility and | oan requirenents and should | eave the
analysis and determnation as to whether the
application neets these requirenments to the discretion

of the Board. It would be contrary to the
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congressional intent for the regulations to make
substantive requirenents for eligibility in granting
the loan guarantee any nore restrictive than the
statutory requirenents.

Secondl y, the Board should publish clear
procedural guidelines in the regulations, including
tinelines so that the process is not overly
burdensone, it is transparent, and allows ful
comruni cation, both public and confidential, between
the nenbers of the Board, their professional staffs,
and the recipients and lenders that are filing
appl i cations.

In addition, it Wil | benefit t he
applicants and the Board as well as being conpatible
with the expeditious treatnent required by the statute
to have very short tinelines included in the Board's
regul ations. The Board should be able to assune that
| ender applicants have perforned due diligence as to
the audited financial records of the borrower and the
securities pledged, thus reducing the Board s workl oad
and the tinelines needed for review

And with this as broad background, I
suggested in the first eight or nine itens of ny

testinony that essentially the regul ations parrot word
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for word the application requirenents of the statute
-- actually through the first nine.

| added two nore areas where the Board
may wish to anplify those statutory requirenents.
First, in terns of the security pledge that the Board
could require that applications require appraisals and
valuations of that security, and this can include
apprai sals of property, plant, and equi prent, and then
the valuations that conpanies normally have for
recei vabl es and i nventory.

And, secondly, in terns of the fees for
the loans to be collected by the Board, that you
establish a sliding scale with the highest fees in
terns of the maxi num half of one percent being on the
smal l est | oans, and the snallest fees as a percentage
basis be on the largest |oans. Presumably, the Board's
wor kl oad is the same on each loan, and in order to
cover the Board' s expenses, that sliding scale would
be appropri ate.

As to procedural itens to be contained in
your regul ations, | suggested the following itens for
your consideration: First, that regul ations establish
the | ocation and nunber of copies to be filed of the

applications; secondly, there has to be an opportunity
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for applicants to claim confidential treatnment for
t heir business confidential information, which is not
ot herwi se available to the public and the rel ease of
whi ch woul d cause substantial harmto the applicants;
third, the Board's regul ati ons should grant the Board
and the staff of the Board the authority to submt
witten requests for additional information to the
applicants wth specified tinelines to respond to such
requested information; fourth, the Board should all ow
itself the opportunity to hold neetings or to hold
f or mal confidenti al or public hearings which
appl i cants woul d appear and be questioned by the Board
or the Board staff; fifth, the Board regulations
shoul d contain specific authority and procedures for
the Board to direct the GAO to conduct audits pursuant
to the act, and, sixth, the Board' s regul ations should
contain tinelines that the Board will render decisions
on the guarantee within 30 days of the application
unl ess the Board decides that additional information
is required or there are extraordi nary circunstances
in which case the Board could extend its decision by
no nore than an additional 30 days.

| woul d be happy to answer any questions

posed at this tinme or in the future by the Board or
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its staff, and | very nuch look forward to the
i ssuance of these regulations and this programgetting
up and granting |oan guarantees on an expeditious
basis so that we can get these conpani es back headed
in the right direction.

Thank you very nuch.

MR. ORSZAG  Thank you, Roger.

Next up i1s the President and CEO of
Ri vervi ew Steel, Om Shar na.

MR SHARMA: Good norning, and thanks for
giving nme an opportunity to cone here and present the
steel disaster case.

Ri verview Steel Cor por ati on IS a
reinforcing steel bar manufacturing unit located in
d assport, Pennsylvania, which is the rust belt and,
as you know, it died 15 years ago. But still this
smal | conpany stayed in operation and enploys 60
peopl e, though small by Federal Governnent standards,
but we are the second | argest enployer in @ assport,
Pennsylvania. This is a community on the Mnongahel a
Ri ver already, as | said, devastated by many ml| and
ot her industrial closings over 15 years.

"1l explain to you what we do. W rol

rebars. Wiy |'m saying that is because rebar is a
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commodity which has hit the United States very badly.

W produce three, four sizes in 20-foot, 30-foot, 40-
foot. There is a reason why |'msaying that, because
the 20-foot is the itemwhich is easily exported to
the United States, and we produce that.

Till 1997 when things were good, we
produced up to 10,000 tons a nonth, which is the
capacity of the mll. FromApril 1998 when the sl ot
of cheap foreign bars first began to hit the market,
production to neet our market demands sl owed down to
4,000 tons. You can imagine from 10,000 tons it cane
to 4,000 tons.

And then in July we had to shut down. In
1998, July it turned around, but we had to shut down
our mll. W could go Chapter 11 also, but we tried
our best to make the paynents. W were behind in
paynments to our creditors, but still we did not go
into Chapter 11.

W reopened the mlIl in Novenber. I n
winter nonths for rebar business is slow but we
thought let's restart the mll and we'll try to run
it. At that time, the scrap prices were down, sSo we
could buy raw material, which our raw material is

billet, so we could buy cheaper billets so we could
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sustain for four or five nonths.

Then the Federal Governnent started
intervention and at the tine we know that we were
talking -- we knew and everybody knows that all
exporters from other countries were holding their
shi prment s. As they were just sitting, their ships
were -- the materials were sitting on the docks as the
war machine was sitting and waiting for the orders,
and that happened when the bill died. The inports
started as the flood gates were opened.

And what has happened in the last two or
three nonths you nust have read in the paper, Anerican
meganmar ket, that in July the inports increased |ike
anyt hi ng. And now in Septenber till today, our
conpany has shipped only 1,500 tons of naterial as
agai nst 10,000 tons. W are talking to people, they
say, "OCh, we have all the inports here."

VWhat this program will do -- first of
all, thisis a-- it wll be a help, a very big help
to the steel industry, as other people have nentioned.

VWhat we will do, we will try to conme out of the 20-
foot bar. W wiill try to make 60-foot bar. W' |
make changes with this loan with changes in our mll.

W will nmake -- we have unfinished mll which we'll
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make that -- we'll conplete that mll; make different
product so that we don't conpete with inported bars --
i nported material .

We buy billets. The billets -- the scrap
price goes billets goes up. When the other
manuf acturers do not have spare billets, they will not
sell billets, and we are in trouble. So, we like to
-- fromthis loan, we'll install a nelt shop. W'l
make our own billets, so that way, we wll be nost
sel f-sufficient.

Al so, as |ike anybody else, sone people
have gone on to Chapter 11, as | say, this will help
us as a working capital. So, we can -- like in slow
nmont hs we can buy the raw material, and in the good
nmonths we can use that, and by the tine the inport
hits the market still we can conpete.

So, these are a few of the things which
we'll do with this loan. This is a good program and
as other gentleman was nentioning all the procedures,
| woul d say the procedures should be snmall, less tine-
consum ng so that before we die we can survive.

Thank you, sir.

MR. ORSZAG  Thank you very nuch

Next up is Andrew Al oe from Schenango,
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| ncor por at ed.

MR ALOCE: MW nane is Andrew Aloe. I|I'm
the President of Schenango, Incorporated, a famly-
owned busi ness |located in Pittsburgh, Pennsylvani a.

|'"d Iike to thank the Board for providing
me the opportunity of being here today, and 1|'ve
gotten revised testinony that the Board has. I n
addition, the Board has sone diagrans of the
steel making process and the blast furnace mnaking
process that are before you.

Schenango is a producer of coke for the
steel industry. W operated a byproduct coke battery
on Neville Island just outside of Pittsburgh, and the
Enmergency Steel Loan Guarantee Act of 1999 will play
a critical role in the future of Schenango, its 200
enpl oyees, their famlies, and the comunity in which
we oper at e.

Schenango was incorporated in 1962,
however, the facilities of the conpany at Neville
| sl and have been operating in sone parts for over 100
years. Over the years we have faced many chal |l enges,
and 1'd like to highlight how this has inpacted
Schenango.

In 1999 -- excuse ne, 1989, when | joined
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t he Conpany, Schenango operated what woul d be known as
the hot end of a steel mll. At that time, we
enpl oyed over 1,000 people at four different sites,
and we had three different product Iines. W operated
a blast furnace at Neville Island, which produced
liquid pig iron. Qur hot metal use was to nake a
variety of great pig iron into supplier ingot nold
f ounderi ng.
Qur second product |ine was ingot nolds.
I ngot nolds used to be the way steel was initially
shaped. Continuous casters have since replaced the
need for the mgjority if ingot nolds. But at that
timte we were an ingot nold manufacturer, and we al so
ran to coke batteries.

Approxi mately half of our coke was sold
to integrated steel conpanies who did not have their
own cokenmaki ng capacity or were short of capacity to
operate their blast furnaces. The other half of our
production was used in our own blast furnace.

In the wearly 1990's, Schenango was
besi eged by a host of troubles. The old platitude
t hat when troubles cone, they don't cone one at a tine
but in legions was all too true in our Conpany's case.

Qur blast furnace was near the end of its canpaign
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life and needed to be relined. And even with our
strong ingot nold position and healthy pig iron sales,
we were not able to raise the necessary financing to
reline the glass furnace. This type of program at
t hat poi nt woul d have been very hel pful.

In our part -- in part, our inability to
raise the needed financing was attributable to
i ncreased price conpetition from Brazilian pig iron
imports, which clouded the future for our pig iron
business. As a result, we were forced to shut down
our glass furnace and ingot nolds foundry | ocated on
Neville Island. These closures resulted in the |oss
of over 400 jobs. Fortunately, the coke we produced
from our own blast furnace found a honme in the
integrated steel market, and we continue to operate
three other ingot nold foundries.

Qur largest ingot nold conpetitor went
out of the business, and for a short period of tineg,
we enjoyed a nmajority of the market share in North
Amrerica for ingot nolds. Unfortunately, this did not
last too long. Wth the |low cost |abor, the cheap
entrance fee to its operating assets, our new
conpetitor in the ingot nold business was successful

in elimnating whatever mninmal operating profits we

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




37

had, theretofore realized net product I|ine. Thi s
factor coupled with a recession in the steel industry
and a growing environnental concern attributed to
numer ous probl ens at Schenango.

Utimtely, Schenango was conpelled to
file protection wunder <chapter 11 in the US
Bankruptcy Code in Decenber of 1992 in order to
protect its remaining parts of the business. During
t he course of our bankruptcy, we permanently shut down
our second coke battery and closed or sold our
remai ning ingot nold foundries resulting in additional
| osses of good- payi ng | obs for har dwor ki ng
i ndi vi dual s.

Bankruptcy is sonmething that | wouldn't
wi sh on anyone. Retiree nedical benefits were
elimnated and all Schenango enpl oyees took a pay cut.

We energed from bankruptcy in April of 1994.
Schenango was now a | eaner conpany with 200 enpl oyees,
the majority of which are nenbers of the United Stee
Wr kers of Anerica.

Schenango currently produces 360, 000 tons
of coke, which requires over 500,000 tons of coal.
Much of this coal comes from West Virginia and

Pennsyl vani a and represents coal purchases of over $18
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mllion per year. Al of our coke product is sold to
the U S. integrated steel industry.

Now that 1've told you a little bit of
the history of Schenango, |1'd like to el aborate on why
|"mhere to cooment on the Loan Guarantee Program As
you' re aware, the Enmergency Steel Loan Guarantee Act
of 1999 has three criteria that nust be net for a
conpany to qualify for the program

The first criteria of being incorporated
under the laws of any state of course is not an
obstacle. However, the requirenents that a conpany be
engaged in the production and manufacture of a product
defined by the Arerican Iron and Steel Institute as a
basic steel mll product and have experienced | ayoff,
production | osses, or financial |osses since January
of 1998 nmay pose a problem for our conpany's
eligibility depending on how these criteria are
i nterpreted.

Coke is not specifically listed as a
steel mll product by the Anmerican Iron and Steel
Institute, yet steel could not be nmade via the bl ast
furnace process without coke. | would also like to
point out that the act specifically allows for the

treatnment of an iron ore conpany as a qualified stee
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conpany even though it is questionable whether iron
ore is a basic steel mll product wunder the
definition.

As part of ny testinony, |I'msubmtting a
letter fromthe Arerican Iron and Steel Institute that
provides, in part, that coke is an essential part and
conponent of basic steel m || products.

Anot her reason to include coke under the
definition of basic steel mll product is the unfair
practical effect of excluding it. I ntegrated stee
producers, as a group, are the l|argest sellers of
bl ast furnace coke in the United States and coupl ed
with inports from Japan and China represent ny
conpany's chief conpetition.

As integrated producers, they're entitled
to the benefits of the act. It is difficult to
imagine a nore unintended and unfair result and to
apply the law differently to operations that produce
t he sanme product by the sane nethod.

Under the law, an integrated steel mll
conpany that operates a coke batter could apply for a
| oan which then could be invested in their coke
production facilities. These sane operations would

then be in direct conpetition with ny conpany.
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Also, inport records show an ever-
i ncreasi ng anount of Chinese coke entering the United
States at extrenely low prices. VWiile we have
benefited from a long-term contract business, it
remains to see howwe will be able to conpete agai nst
Chi nese coke that is produced from coal subsidized by
the People's Republic of China, produced by highly-
pol | uti ng beehi ve coke ovens, and in sonme cases using
child | abor and prison | abor.

These prospects have nmade it difficult to
borrow funds to invest in our plan. W have a nunber
of capital projects which would inprove our
conpetition position, yet no one wants to lend to a
coke producer. A variety of |enders have told us |oud
and clear that they're willing to take a credit risk
on Schenango; they're not willing to assune the risk
of the growi ng presence of the Chinese in the coke
mar ket .

Accordingly, Schenango's situation is
evi dence of the expressed congressional finding that
the surge in inports has caused an inability to obtain
credit for continued operations and reinvestnent in
facilities.

In addition, Schenango has a Ilicense
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agreenent for a new environnental ly cl eaner and nore
efficient coke-nmaking process. The technol ogy was the
subj ect of a Departnent of Energy grant, and it is now
ready to be commercialized. The successful
commerci alization of this new coke-maki ng technol ogy
will help integrated conpanies nove to the next |evel
of coke-nmaki ng technol ogy and thereby assist in their
future security and pronote reinvestnent in the bl ast
furnaces.

It's nmy understanding the Energency Loan
Guarantee Act of 1999 is to be read as broadly as
possi ble. W hope that the regul ati ons being drafted
by the Board will clarify these matters and permt
Schenango to qualify for the program

Thank you.

MR. ORSZAG  Thank you very much.

Next up is Janes H Il fromVisions Metals
-- Vision Metals.

MR. H LL: Good norning. I'mJimHII,
the President and CEO of Vision Metals, a smaller
private conpany with about $120 mllion in annual
sal es.

| would like to thank the panel for the

opportunity to appear at this public hearing on the
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Steel G| and Gas Loan CGuarantee bill. This bill is
critical to Vision Metals. It will provide reasonable
borrowing capacity and the necessary financia
resources to conpete effectively in the globa
mar ket pl ace.

Vision Metals is a specialty steel tube
conmpany with manufacturing facilities in Mchigan and
Texas. Qur plants have origins dating back to the
1920's and the 1950's and provide a variety of
products that serve the electric utility, petrol
chemcal, oil and gas, agriculture, appliance,
def ense, and autonotive industries anong others. Qur
enpl oyees are nenbers of the United Steel Wrkers at
bot h pl ants.

The conpany has been significantly
damaged during the past 15 nonths by a slowdown in
wor | dwi de growth, a severe curtailnment in the oil and
gas exploration and processing segnent, and a nmassive
surge in dunped and subsi di zed tubul ar steel inports
into the United States.

Qur sales for the first ten nonths of
fiscal year '99, which for us began in Novenber of
'98, are down 29 percent from the sane period |ast

year. Pre-tax incone during the sanme ten-nonth period
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has fallen from $3.9 nillion last year to a
significant loss this year.

Vision Metals joined three other donestic
producers in June of 1999 in filing petitions against
imports of carbon and all oy, seanless, standard, |ine,
and pressure pipe less than four and a half inches in
di aneter from Japan, Romania, South Africa, and the
Czech Republic. The |ITC unaninously rul ed on August
13 that there is a reasonable indication that the U S
pi pe and tube industry has been materially injured by
these inports. The cases are now at the Departnent of
Commerce where prelimnary rulings are expected in
m d- Decenber .

You may be aware that seamnl ess pipe and
tube products have the highest inport rate of all
finished steel products. For the first six nonths of
cal endar '99, our three principal markets have the
follow ng inport penetration rates: line pipe, 59
percent; mechanical tube, 31.8 percent, and pressure
tube, 72.6 percent.

Vision Metal s has had to reduce operating
expenses during the last ten nonths in a variety of
ways, many of which have been extrenely painful to our

enpl oyees who renmai n our nost val uabl e asset.
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Forty enployees were laid off between
Novenber '98 and February 1999. Ni nety additiona
enpl oyees were induced into early retirenment and have
not been repl aced. Wages have been frozen for all
sal aried enployees since Novenber of [|ast year.
Qperating expenditures for supplies, repair and
mai nt enance, consultants, outside service providers,
and selling and adm nistration have been severely
curtail ed.

Capital expenditures have also been
significantly reduced since July of 1998. CQur | atest
estimates detail that well over 50 percent of our
pl anned capital spending has been deferred out into
t he year 2000.

We have a hot m | nodernization capital
proj ect being conpleted right now at our Gulf States
site's tube facility in Rosenberg, Texas. | t
commenced in Septenber of 1997, well underway -- and
is well underway before the 1998 inport surge and was
i npossi ble for us to defer.

This $30 million project has not only
repl aced worn out equipnent but is vital to inproving
quality, expanding our size capabilities, and | owering

manufacturing costs. It will |essen our dependence on

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




45

commodi ty products shipped out of this facility. This
project had borrowing lines of credit in place to
finance the purchase of equi pnent and construction and
coul d not be cost-effectively deferred.

The inproved dinensional tolerances and
the | ower production costs will equip the conpany with
a truly nodernized world class steel tubing mll. The
mll is just now comng on |ine as our order backl og
remains low but will provide significant marketing and
cost-saving opportunities well into the future.

Due to the surge of inports, declining
mar ket conditions, and reduced order and shipnent
activity, the conmpany failed to neet its |oan
conpliance ratios in January 31 of '99 and again this
August 31. CQur fixed charge coverage ratio was failed
on August 31. These ratios nmeasure our ability to
cover our operating expenses, debt retirenent
obligations, and capital expenditure requirenents.

During April of '"99, the first amendnent
of our credit and financing agreenent was resolved
with some deferral on debt retirements but wth
premuminterest rate charges on all outstandi ng debt.

W are currently awaiting a cure of waiver on the

| atest debt conpliance failure.
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The banks continue to work with us by
keeping sonme borrowing availability open under a
revolving line of credit, which is secured by
inventory and receivables. However, this limted |ine
of credit availability does not provide the financial
resources necessary to operate the business while
econom c conditions remain affected by unfairly traded
inports and while we are bringing on our not hot ml|l
noder ni zation project, which will be conplete this
Novenber .

Qur average borrowing rate for August was
10.3 percent and is likely to rise further based on
our August 31 conpliance failure. This severely
i npedes our ability to nmeet our other non-interest
obl i gati ons.

All of Vision Metals fixed assets are
placed as collateral for our senior debt, while
accounts receivable and inventory are collateral for
the revolving | oan. Since we have no renaining assets
to pl edge for new borrowi ng and our existing financing
is at premuminterest rates, we will seek to repl ace
our entire borrowing and add an additional $5 mllion
in borrowing capacity. The securities currently

pl edged wll be used as security for the Governnent
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| oan. This will ensure our ability to survive the
depressed economc conditions that persist today,
whil e building a stronger plan operation that will be
able to conpete effectively with the best donestic and
i nternational steel operations tonorrow

W wish to participate in the Governnent
Loan Guarantee Program Vision Metals and its 600
pl us enpl oyees will continue to devote their energy to
ensure the conpany's successful future. Thank you for
your tinmne.

MR. ORSZAG  Thank you very much.

Next up is John Steinhauer, the Counsel
of CSC, Ltd.

MR STEI NHAUER: Good norning. M/ nane's
John Steinhauer. | represent CSC, Ltd. a special bar
qual ity bar manufacturer in Warren, OChio.

CSC has over 1,000 nenbers represented by
the United Steel Wrrkers. CSCis in the process of
$100 million capital inprovenment project, and | have
a couple of comments that are different than what were
on the letter.

The first one is, since this is an
i ndustry-wide crisis, which is an industry-specific,

not a conpany-specific, problem | would urge the
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Board to consider that nore conpanies qualify and not
| ess; that the Quaranteed Loan Program shoul d focus on
suppl emental financing and not primary financing.

Then on a procedural basis, as the other
speakers have indicated, | would encourage the Board
to consider sinple and short regulations with flexible
requi renents which mrror the statute and then have a
tinmely approval process, because these |oans are
critical to the survival of the conpanies involved,
such as a 30-day tine period for approval.

Thank you.

MR. ORSZAG  Thank you very much

Next up 1is Edward Wbber from Acne
Met al s.

MR. V\EBBER: Thank you for t he
opportunity to speak to you and testify in regards to
this legislation and the regul ati ons which you'll be
promul gating in connection with it.

Acnme Metals is a one mllion-ton annua
capacity hot rolled carbon and all oy steel producer
| ocated in Riverdale, Illinois. We currently have
approximately 1,400 enployees in the steel conpany,
down substantially fromenpl oynent in January of 1998.

By the fourth quarter of 1998, Acne Steel
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was operating at approximately 62 percent of capacity
due to the flood of lowpriced and unfairly traded
imports. And | know that's not something that you can
address here today, but the Loan Programis trying to
address this problem by providing financing
opportunities for conpanies who have suffered from
this as Acne has done.

As a result of this substantial inport
flood, in Septenber of 1998, Acne Steel, its parent
conpany, Acne Metals, and several of its other
operating subsidiaries had to file bankruptcy in the
U S District Court of Delaware. W're conming up to
very closely now on one year in the bankruptcy
process; in fact, on the 28th of this nmonth, it wll
be exactly one year. This is an extrenely difficult
process for any conpany to go through, as M. Al oe has
i ndi cated and sone of the parties who have testified
have i ndi cat ed.

The need for flexibility in this
regul atory schene is essential for conpanies such as
Acme who are in bankruptcy. The process is |long and
difficult, and I won't go through the details, but the
process of exiting bankruptcy is also a very |ong and

conplicated process. Probably, on average, it takes
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somewhere between three to five nonths for a conpany
normally to exit the bankruptcy once you have your
busi ness plan and your plan of reorganization ready
for subm ssion to your creditors, process of going
t hrough notice and hearing, opportunity for people to
cone in and comment upon it. You have to prove to the

bankruptcy court in order to exit bankruptcy that you

are a viable conpany, that you will not be in what
they call chapter 22 -- that's chapter 11 tw ce over
within a short period of tine -- and, consequently, it

is essential that the conpanies, particularly those in
bankruptcy, have the flexibility to use these funds in
the best way possible for themto exit bankruptcy.
Thi s may i ncl ude f undi ng exi sting capita
rehabilitation projects possibly for new capital
i nprovenents and to aid in the refinancing of existing
debt as they exit the bankruptcy process.

|'ve made sonme comments in witing, which
|'ve submtted to the Commttee, and | hope that you
will consider those. As | said, Achne is a relatively
smal | conpany by industry standards. W're |ocated in
Ri verdale, Illinois. It's a very small comunity,
about 15,000 people. Acne  Steel makes up

approxi mately 30 percent of its tax base.
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If Acne were forced to liquidate as a
result of a chapter 11 process, which we do not
believe is going to be the case -- we have nuade
substantial progress in the year that we've been in
bankruptcy, and we hope that the year 2000 wll
provide for an exit from bankruptcy as a viable
conpany, with the assistance of this Loan Program --
but if devastation happens, if the worst happens and
it results in liquidation, the workers and the
community in R verdale would suffer substantially from
a loss of a conpany like Acne, which is true for nmany
of the conmpani es who are here today.

Thank you for the opportunity to pass on
nmy comments.

MR. ORSZAG  Thank you very nuch.

Next up i1s the President and CEO of
Nort hwestern Steel and Wre Conpany -- and |'msorry
if | have m spronounced your nane -- Fred Rocchi o, and
Di ck Percycoe, the President of United Steel Wrkers
is going to join him

MR. ROCCH G  Thank you.

Good  norni ng. I'm Fred Rocchi o,
President and CEO of Northwestern Steel and Wre

Conpany in Sterling, Illinois. This is D ck Percycoe.
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Dick is the President of the United Steel Wrkers of
Anerica, Local 63.

| ask that the witten copy of ny
testinmony, which we filed with you earlier, be
included in the hearing record.

We're here today to convey the critica
i nportance of the Emergency Steel Loan CGuarantee Act
of 1999 to Northwestern. |If you take only one thing
away fromthese hearings today, let it be that pronpt
i npl ementation of this lawis vital, because there is
a critical need for the financing opportunities this
all offers now.

W congratulate you on the speed wth
whi ch you have schedul ed these hearings and ask t hat
your focus continue to be on taking whatever actions
are necessary to cause the guarantees to be issued
pronptly within the next 60 to 90 days.

Nort hwestern Steel wurgently needs the
relief offered by the Guarantee legislation. |In nmany
respects, we offer a case study for the industry's
need for the | egislation.

Let ne give you a brief introduction of
Nort hwestern Steel. W were founded in 1879, and we

were founded as the original mni-mll and a producer
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of light and nmedi um structural steel products and wire
r od. We pioneered the use of electric arc furnace
steel-making, and we were the first mni-mll
installing the first electric arc furnace in 1936.
Sterling is a conpany town in the best
sense of that phrase. Nort hwestern Steel enploys
approxi mately 1,500 active enpl oyees, of which 1,200
are represented by the United Steel Wrkers of
Anerica. W have approximately 2,000 active retirees,
and we provide benefits to over 2,600 nmen and wonen
through the retirenent program We also provide
health <care benefits to over 8,500 enployees,

retirees, and dependents.

We're t he | ar gest enpl oyer in
northwestern Illinois and the single |argest consumner
of power from our electric utility. In terns of
payroll, pension paynents and health care coverage

al one, we contribute over $120 mllion annually to the
northwestern Il1inois econony.

W t hout attenpting to quantify our
contribution to our community, it's obvious that the
| ocal grocery stores, hardware and departnent stores,
filling stations and banks rely on Northwestern Steel

and its enployees for a significant percentage of
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their business and that we're a vital part of the
northwestern Illinois econony.

Because of the age of our facilities, in
1998 we enbarked on a nodernization programintended
to, one, conpletely upgrade our production facilities;
two, |ower our operating costs, and, three, position
our business to conpete efficiently in today's steel
i ndustry.

Among the key conponents to this
noderni zati on program are a new col | ecti ve bargai ni ng
agreenent, which we're inplementing today and
constructing a new structural mll, which replaces our
existing facilities. Wth the exception of obtaining
financing for our nodernization plan, which | wll
di scuss in a mnute, each phase of our nodernization
pl an i s being inplenented.

Unfortunately, during the |last fiscal
year, our financial condition deteriorated drastically
because of the influx of lowpriced and unfairly
traded steel inports. Qur net earnings from ongoing
operations decreased from a profit of alnost $42
mllion in fiscal year 1998 to a |oss of alnpbst $10
mllion in fiscal year 1999. CQur sales price per ton

decreased by over 30 percent in nost of our product
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lines, and our total shipnents declined by a third.

Because of our current financi al
condition and the softness in the credit market for
the steel industry in general, it 1is currently
inpossible for wus to obtain financing for our
noder ni zati on projects.

Al of us at Northwestern have fought
back aggressively against the surge of |owpriced,
dunped, and subsidized inports in our core product
ar eas. The Departnent of Commerce is actively
involved in the trade actions we have filed. I n
addition to the strong enforcenent of the trade | aws,
however, we urgently need the Guarantee Program to
help alleviate the problenms the inport crisis has
caused Northwestern

Your mssion today is developing the
regul ati ons and procedures to inplenent the Cuarantee
Program We respectfully urge you to consider the
following: First, the goal of the Guarantee Program
in accordance wth the spirit of the |egislation,
should be to meke financing available to steel
conpanies that, |like Northwestern, are currently
facing financial difficulties but will be economcally

viable after an influx of capital. This neans
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guar ant ees shoul d not be issued to conpanies that are
capable of obtaining financing on commercially-
reasonabl e terns or conpani es that have no reasonabl e
prospects of becom ng economcally viable even with
t he guar ant ee.

Second, as t he title | egi sl ation
i ndicates, Northwestern is in a state of energency
now. The Program needs to be inplemented so that
guarantees are issued i medi ately and not next year.

Third, the Program should be flexible
enough to allow guarantees of either bank debt or
cor porat e debent ures.

Fourth, to be eligible under the Program
an applicant should be required to denonstrate that if
a guarantee is issued, the conpany will be conpetitive
in the markets it currently serves, the project wll
create or save jobs, and, further, the Board shoul d
gi ve substantial weight to the effect of the proposed
project on the |ocal econony. In this regard, the
Board shoul d gi ve special consideration to conpanies
operating in rural areas or other areas in which there
are not a | arge nunber of alternative enpl oyers.

Fifth, like our nodernization project,

eligible products should satisfy certain threshold
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criteria. Projects should be primarily for capita
i nprovenments or capital replacenents. Projects should
be ainmed at nodernizing and inproving productivity
rat her than addi ng capacity, and applicants should be
required to denonstrate that the proposed capita
i nprovenents are both technically and economcally
f easi bl e.

As | stated earlier, Northwestern Steel
offers a case study in the need for the Guarantee | aw,
and our current situation highlights just the type of
financial need the Guarantee bill is intended to
al l evi at e. We have developed or are trying to
i npl enent a technically feasible, financially
responsi ble capital expenditure project. | f
i npl enented, it wll allow us to becone a | ow cost,
conpetitive producer over the long termwth no union
decertification or wage cuts and with a positive
i npact on the western Illinois econony.

Nort hwestern has been unable to obtain
financing for its nodernization project due to
conditions in the credit markets and the severe danmage
caused by the onslaught of unfairly traded steel
Unl ess we receive a guarantee under this Program we

do not know when, if ever, we will be to obtain the
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financing required to build our new bill and begin
operating wunder our new collective Dbargaining
agr eenent .

Qur inability to nodernize wll surely
result in the eventual and unnecessary failure of our
conpany, and such a failure would be devastating to
our enployees and retirees and all of the western
II'linois econony. In short, |adies and gentlenen, we
need hel p, and we need help now. [|If we get the help
we need, | assure you, you will not be disappointed
with the results.

Thank you.

MR. ORSZAG  Thank you very much.

Next up is Joseph Cannon from Ceneva
St eel .

MR. CANNON: Good norning, and thank you
very much for taking your tinme to hear us cone and be
supplicants before you. W really appreciate the
opportunity to appear before you.

Geneva Steel is -- I'm the Chairnman and
CEO of Geneva Steel. W're an integrated steel
conpany |ocated about 45 mles south of Salt Lake
Cty, Uah. W produce hot rolled plate, sheet, and

pipe for sale primarily in the central and western
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United States. Qur capacity is about two mllion
t ons. W're, |like many people, not producing at
capacity right now, but historically we've alnost
al ways produced up to our capacity of around two
mllion tons. W have, including sone enpl oyees who
are on |ayoff, about 1,900 enpl oyees.

Geneva becane an independent conpany in
1987 when we acquired the mll fromU S Steel. Prior
to the acquisition, US. Steel operated the mll from
1944, when it was built as part of a war effort. Wien
we acquired the mll about 12 years ago, it was in
dire need of nodernization. Since that tinme, Ceneva
has spent about $600 nmillion for plant and equi pnent
to noderni ze and maintain the production facilities.

|'"ve included a slide -- I'"'mnot going to
spend all the time on ny testinony on the slide -- but
basi cally we noderni zed virtually every aspect of the
production capability of the equipnment and the
production process. W increased capacity during that
time; we increased our ability to produce hot netal,
and just in general we have substantially taken what
one steel industry analyst called froma mastodon to
a maserati. W went froma very primtive steel ml|l

to a very efficient new mll.
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In early 1998, as we concluded our
noder ni zation, we basically set production records
nearly every facility in the plant. | won't go
t hrough and expl ain everything that we did but just to
say that essentially our aimwas to optimze around
our ability to nmake w de plate. W are a highly
efficient plate producer. A recently conpleted
benchmar ki ng study conducted by a third party, but on
behal f of Geneva, indicates that with respect to our

prinme plate products, Geneva is a | ow cost producer.

Addi tionally, we noder ni zed our
wor kf or ce. W have significantly reduced our
adm ni strative and manageri al staffs t hr ough

redefining work processes. W've entered into a very
good and workabl e cooperative relationship with the
union. W have a partnership, what's known as a union
managenent partnership, with the United Steel Wrkers
that has facilitated substantial workforce reductions,
whi | e providing enpl oyment security for the remnaining
enpl oyees.

"' m very proud of Geneva' s
acconplishnents. W've done a great deal to assure
that we will be a world class conpetitor long into the

21st century. Qur nodernization, however, cane at a
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very substantial cost. Like other steel producers, we
incurred great debt to raise the capital for
noderni zation. W justified this investnent by the
fact that we believe we could becone, as | nentioned,
a lowcost, high-quality producer of plate markets in
the United States. W believe that we have
substantially achieved that goal. However, the
financial returns expected fromthese efforts have so
far not materialized primarily -- and you' ve heard,
and you're going to hear endless nore discussion on
this anyhow -- because of the astronom cal steel
inmport situation in 1998. However, |eading up to that
steel inport crisis, we were naking noney, and we were
setting all kinds of production records.

So, the nodernization actually worked
but when you're slamed with about a 50 percent
reduction in your production and about a 30 plus
percent reduction in your prices, which cane in a very
quick tinme period, it really damaged our ability to
keep earning noney. We basically had to cut our
production | evel fromtwo blast furnaces to one bl ast
furnace. W laid off about 500 workers.

W al so, during that sane period of tineg,

conpleted a very painful downsizing. | nmentioned
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earlier about our admnistrative staff, but we cut our
adm nistrative staff by nore than a third, and our
operating mnmanagenent was reduced by approximtely
hal f. These human costs were devastating to many
people. As other steel conpanies have said, we are a
very substantial enployer in our area, one of the
| argest enployers in the state of Utah and a very
substantial contributor to the overall total persona
income of the state.

Eventually, we were forced into chapter
11 bankruptcy because of our inability to meet our
interest paynent obligations, and we have been in
chapter 11 since February 1, 1999. However, though

it's very painful, as others have said, being in

chapter 11 -- |I've told friends actually just to shoot
me if this were ever to happen again; | really don't
want to go through it again -- it's, actually, the

medi ci ne can be very hel pful.

W expect to energe as a nmuch nore viable
conpany. We've already created an extrenely
conpetitive mill. The permanent |abor reductions,
whi ch we've already achieved, will save the conpany
between $30 and $35 million a year. | think a very

inportant point to state, though, is that as part of
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the reorgani zati on process, we expect to shed about
$400 mllion in debt and debt-related securities,
which will |ikely be converted to equity in the
conpany giving us a nuch nore stronger bal ance sheet
goi ng forward.

Finally, the conmpany plans to install a
wal king beam slab heating furnace, which wll
significantly inprove our operations. Basically, it
will cost about $45 million, but the annual benefits
to the conpany are expected to be $30 to $35 nillion
a year.

Qur plans for energence from chapter 11
make ne cautiously optimstic. These plans, however,
are contingent on two things. First, the steel narket
must stabilize. W see signs that indicate that
that's happening -- pricing is beginning to inprove,
orders are increasing. W have restarted our second
bl ast furnace, though we're not up to full production
capacity.

But the second inportant aspect of
getting out of chapter 11 is the financing necessary
to enmerge from bankruptcy. This financing wll
provide -- is needed to provide liquidity to fund

ongoi ng operations as well as capital inprovenents and
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mai nt enance. The Enmergency Steel CGuarantee Loan
Programis a critical elenment of our financing plan.
The Programw || enable Geneva to obtain financing on
ternms and anounts to neet our needs. Wt hout the
Program procuring such financing in a tinmely manner
will be difficult if not inpossible. For this reason,
| am here today to share ny views with respect to the
i npl enentation of the Program

In many respects CGeneva Steel is a poster
child for this legislation, and our nane is even
mentioned in the legislation itself. Based on ny
understanding of the statute and its |legislative
hi story, the Program was specifically intended to
assi st conpanies |ike Geneva Steel in securing a |ong-
termfuture.

Now, your attention today is focusing on
the specific regulations. Let nme just touch on a few
aspects of those regul ations. First, the Program
requires that an applicant have experienced | ayoffs,
production |osses, or financial |osses since the
begi nning of the steel inport crisis. Qbviously and
unfortunately for our situation, we qualify for
nmeeting those conditions. Gven the limted resources

available in the Program the Board should, when
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reviewing the various applications, consider the

rel ati ve magni tude of these adverse consequences and

their connectedness to the inport crisis. If the
Board does so, |I'm confident that Geneva will fair
wel | .

Second, the Program requires that the
Board approve or deny each application as soon as
possi bl e. As has already been nentioned here,
timeliness is an indi spensabl e el enent of the Program

As the market recovers, we anticipate exiting from
bankruptcy in the relatively near future. If our
application is not tinely acted upon, the Programwl |
be for us too little, too late.

At the sane tinme, the Program nust build
in sufficient flexibility and timng so the conpanies
who are in chapter 11 can conply with the applicable
requi renents of the bankruptcy process.

Third, the Program requires that wth
respect to any applicant credit is not otherw se
available to a conpany under reasonable terns and
conditions sufficient to neet its financing needs, as
reflected in its business plan. Thi s requirenent
shoul d be taken seriously. As a chapter 11 debtor

attenpting to enmerge from bankruptcy, Geneva is in a

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




66

position to neet this requirenent. So, given your
limted resources in the program you should focus on
conmpani es |like Geneva who are truly in this situation
and not on conpanies who would l|ike to avail
t hensel ves of the Programnerely for the convenience
or to reduce otherw se acceptabl e borrow ng costs.

Fourth, the Program requires that the
prospective earning power of the applicant, together
with the character and val ue of the security pledge,
furni sh reasonabl e assurance of repaynent of the | oan
to be guaranteed. | firmy believe that CGeneva's
prospects and business plan that we already have in
place wll satisfy this requirenent. But the Board
shoul d be mndful of the fact that the entire purpose
of this program is to assist conpanies which have
problenms of credit-worthiness. Therefore, any
regul ations that address this particular requirenent
should not be so conservative that they defeat the
very purpose of the Program

Fifth, the act requires that each |oan
guarantee contain affirmati ve and negative covenants,
together wth the security for the loan, to be
guaranteed. The Board shoul d be cogni zant of the fact

that the security requirenent, if not properly
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applied, could severely handicap the conpany's future
ability to raise capital

So, for exanple, nost senior secured debt
instruments allow the debtor subject to certain
covenants and tests to subsequently procure additional
secured debt of equal priority. Wthout this
covenant, once a conpany issues senior secured debt,
the conpany would be precluded from pursuing
additional senior secure financings even though
adequate security exists. So, to the extent that the
regul ati ons address the security issue, we urge that
they be sufficiently flexible to allow the Board to
accept senior -- or to accept security w thout unduly
hanstringi ng the applicant from subsequent fi nancing.

Finally, the act requires that no |oan
guarantee nmay exceed 85 percent of the anpbunt of the
principal of the loan. 1In the case of a conpany such
as Ceneva, maximzing the percentage of the |oan
guarantee wll be critical to achieving the favorable
financing that we're |ooking for. So, consequently,
we urge that the regul ations shoul d provi de sufficient
flexibility so as to facilitate guarantees in the
maxi mum anount when justified by the circunstances.

Just in closing, I'd really again like to
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t hank you very nmuch for hearing this. This could be
historic for many communities around the country,
including particularly our conmunity out in Uah.

Thank you very nuch.

MR. ORSZAG  Thank you

Next up is Robert d ause. s he not
her e?

MR. GLAUSE: Yes, thank you.

Qur conpany is smaller than nost of the
conpani es represented here today, but our problens are
the sane. Wth this Program we wll be able to
continue to forge ahead well into the 21st century.

Thank you very nuch.

MR. ORSZAG  Thank you

Next wup is Harold Kelly who is a
consultant to Republic Technol ogi es International.

MR,  KELLY: M. Chairman, |adies and
gentlemen of the panel, | do represent Republic
Technol ogies International. Formerly, | was Executive
Vice President and GCeneral Counsel of Republic
Engi neered Steels. It's one of the predecessor
conpani es of Republic Technologies. 1In a nonent, |'I|
briefly describe the make-up and busi ness of Republic

Technol ogi es.
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First, however, l|let ne apologize to you
for not having prepared typed copies of ny statenent
for distribution. Because of a nunber of conflicting
factors, not the | east of which was Hurricane Fl oyd,
since | nowlive in HIlton Head Island, an evacuation
caused ny decision to appear and ny preparation to be
suspect, but | will prepare and submt to you for the
record.

Very generally and for purposes of our
di scussi ons, Republic Technol ogi es International was
created in Septenber 1998 when the Bl ackstone
| nvestnent G oup acquired the stock of Republic
Engineered Steels and later nerged it wth Bar
Technol ogies, Inc., a conpany it already owned, and
with Bliss & Laughlin Steel, a coal finished bar
producer, which it al so owned.

In the summer of 1999, Bl ackst one
acquired U S.S. Colby Steel Conmpany, thus Republic
Technol ogi es now consi sts of the conbination of the
assets of the Republic Engineered Steels, Bar
Technol ogies, U S. Colby, and Bliss & Laughlin. It is
the largest producer of special bar quality steel
products in the United States. These round, square,

and other shaped bars are highly engineered to
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extrenely extracting custonmer specifications.

SBQ -- standing for special bar quality
-- SBQ s products are high-quality, hot-rolled, and
col d-finished carbon and all oy steel bar and rod used
primarily in critical applications in autonotive and
i ndustrial equipnent. These bars have precise
metal lurgical content and quality characteristics.
Its custoner list -- Republic's custoner list includes
the nost prestigious conpanies in the U S and the
world, including General Mdtors, Ford, Dainler-
Chrysler, Caterpillar, Aneri can Axl e and
Manuf acturi ng, Honda, Mascotech, and DRW

Virtually all of these conpanies have
precertification procedures to assure delivery of the
hi ghest quality steels. It takes years in nost cases
to get these certifications, and Republic has them
Thus, the custoners are vitally dependent on
Republic's continuing supply of quality steels.
Republic's operations are also far-flung with plants
in Chio, Illinois, Pennsylvania, New York, Indiana,
CGeorgi a, Mar yl and, Connecti cut, and Canada.
Therefore, not only are many key U. S. manufacturers
dependent on Republic's ongoing viability, but many

key states' economes are likewse relying on the
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conti nued operations of Republic.

It's inportant for me to say at this
poi nt that Senator Robert Byrd, his Senate and House
col | eagues, as well as President Cinton denonstrated
superior insight into the problens facing much of the
nation's heavy manufacturing sector by enacting the
Emergency Steel Loan Guarantee Act of 1999.

The steel industry, as has been repeated
here, often has had great difficulty in recent years
in attracting needed capital at reasonable costs to
noderni ze and remain conpetitive in the marketpl ace.

On the contrary, the investnent comunity and to sone
extent our public policy-nmakers are having a |ove
affair with so-called e-commerce, high tech, and
rel ated sectors of the econony. Conpanies of the dot
comgenre with conparatively snmall revenues and scant,
if any, profits or even prospects of profitability now
have market capitalizations far in excess of |arge
asset - based, | ong- est abl i shed, heavy industri al
conpani es.

These | atter conpani es, the manufacturing
base in many if not nost instances have substantia
revenues, cash flow, and at |east sone profitability.

Admttedly, their earnings are not spectacular and in
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sone cases nmarginal, yet they do produce a product
critical to our economc infrastructure. They have
establ i shed bl ue-chip custonmer lists and inportantly
are one of the major consuners of the produce of the
e-conmer ce and hi gh-tech conpanies. 1|ndeed, the steel
conpany of today is a high-tech conpany. Its
operations, fromraw materials assenbl age all the way
through to customer services, are controlled by
sophi sticated conputers and ot her el ectronic marvels.

One cannot deny the appeal of the e-
commerce investnent. Wth the neteoric rise of stock
val ues within hours and days of nmarket entry, clearly
i nvestors seeking the highest and fastest possible
return on their investnment will gravitate quickly to
such stocks. Therefore, with the current irresistible
competition for equity dollars presented by the high-
tech and ot her el ectronic business sector, steel, for
the nost part, nust rely on high-cost debt to raise
capital to fund its operating and nodernizing
requirenents.

Your charge, of course, is not to
conpletely rectify this dangerous inbalance in the
allocation of capital resources. The financi al

mar ket pl ace nust ultimately do that. Certainly,
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however, Governnent can play a roll in educating
investors to the need for a financially strong, heavy
manuf acturing base in this nation.

This Program which provi des assurance of
guarantees to investors fromthe Federal Governnent,
begins to | evel the conpetitive field for investors
dollars in the steel industry. Your role in
al l ocating the guarantees anong various applicants
t hus becones vitally inportant. Steels' need to begin
capital inprovenent projects is urgent.

Republ i c has sone of the ol dest and sone
of the newest steel making and processing equi pnent in
the industry today. It has a vital need to continue
its nodernization program and it will proceed to do
soif it can find the noney to acconplish its pl ans.

Wthin the | ast several weeks, Republic narketed $425
mllion worth of securities, alnost all of which had
to be used to pay off existing debt of the various
conpani es that now make up Republic. The cost of that
debt was significant, approaching 14 percent.

To fully satisfy our custonmer needs and
demands, Republic nust build a new, |arge dianeter bar
rolling mll, purchase and install new equipnent in

its cold-finished operations as well as in other parts
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of its hot rolled steel business -- pardon ne for ny
funbl i ng.

Fundi ng capital for steel projects is at
best chal l enging, at worst inpossible, but nostly very
expensi ve. Likew se, one nust resort to a variety of
creative nethods to do so. Bar technol ogies, for
exanple, was fashioned from |oans, grants, and a
variety of other financial arrangenents fromlocal and
state governnents. Republic Engineered Steels,
i mredi ately prior to its purchase by Bl ackstone, was
seeking to build a state-of-the-art steel making and
rolling mll conplex to replace 1920's to 1950's
Vi nt age equi pnent .

In an attenpt to find the noney to do so,
we had to explore state and local port authority
fundi ng arrangenents whereby the authority would build
the facility and lease it back to Republic. W worked
with state air quality authority agencies to finance
a major portion of the facility. W negotiated with
the Tennessee Valley Authority, a variety of |ocal
fundi ng sources were explored. W undertook the tap
into suppliers and customers. Sinply stated, we had
to go to any source of funds which did not conmand

exceedingly high interest costs well beyond our

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS
1323 RHODE ISLAND AVE., N.W.
(202) 234-4433 WASHINGTON, D.C. 20005-3701 www.nealrgross.com




75

ability to pay.

In short, many steel conpanies making
products absolutely critical to our economc and
national security find it very difficult to obtain
capital from conventional sources under reasonable
terms and conditions and at rates at which, in ny
opi nion, the Loan Board woul d find reasonable.

My  final poi nt s. It woul d  be
presunptuous of nme to suggest to you experts in the
field of public adm nistration what procedures you

should follow in processing applications and deci di ng

upon allocation of |oan guarantees. Nonet hel ess,
having said that, | respectfully submt the foll ow ng
t hought s: One, | urge you to act expeditiously in

devel oping the regulations under the Program and,
equally, to nove with all deliberate speed in acting
on applications. Tine is of the essence. Republic's
capital projects are needed now.

Two, in considering whether credit is
available to a conpany under reasonable terns and
condi tions, you should carefully weigh the need for
t he nost streanlined production facilities avail abl e,
the tremendous cost to those facilities, and the

necessity for the |owest possible finance costs
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associated with that construction. |In other words, by
passing this | egislation, Congress and the President
have said, "These hard-pressed steel conpanies are
inportant for us to help, and we do so, in part at
| east, by providing capital at reasonable costs."

Three, the procedures for obtaining
guar ant ees shoul d be straightforward and as sinple as
possi bl e. Most of the conpanies who potentially
qualify for these guarantees have endeavored to take
costs down in all ways possible, including reducing
staff dramatically. They don't have | egi ons of people
prepared to submt massive paperworKk.

Four, assess the inportance to the
national economc and mlitary security of each
i ndi vi dual applicant conpany. Look at what the
potential consequences would be if a conpany is unable
to install new equi pnent and noderni ze because of a
lack of sufficiently-available, reasonably-priced
capital

Finally -- and I'"'mreluctant to do so --
but | nust respectfully disagree wth earlier
adnmoni tions that inport factors should be the driving
force in allocation. Inports have inpacted Republic

and are critically inportant, but inports have been a
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maj or problem for this industry for two decades.
There are other public policy and related factors
whi ch have contributed to the econom c distress of
steel conpanies. Thus, | would submt inports should
not be your sole gauge in making your determ nation
but only one of the factors.

This is an inportant Program Republ i c
and the nation will potentially benefit fromit.
Accordingly, we appreciate the opportunity to appear
here today.

Thank you.

MR. ORSZAG  Thank you very much

Harold was our |ast schedul ed speaker
before we adjourn. | was just wondering if there was
anyone el se who t hought they were com ng here to speak
and haven't been called on for the steel part? W're
comng back at 1:30 to listen to people who want to
provide input on the oil and gas side.

Ckay, | want to just let Don and Susan
make sone short comments.

MR WNN | want to thank the w tnesses
for being here this norning, and I would -- we very
much appreciate your testinony as we do our best to

i nplenment this Programand carry out the intent of the
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| egi sl ation and nake this Program as effective as we
can. Your testinony has been very useful and w |
have our attention and consideration as we nove ahead
in carrying out this Program | want to thank you for

your presentations this norning.

M5. WDERKGO. | want to thank all of you
for your conprehensive and illum nating coments.
found them extrenely helpful. We've got a huge
chal | enge ahead. We've got to inplenent a very

i nportant Loan Guarantee Program and we've got to do
it in sonmething under a nonth

Your testinony has been very helpful to
us as we ponder the critical issues that we now have
to decide in inplementing this Program You've given
us a very, very interesting perspective on how we can
best use this Programto assist the steel industry,
how t he noney shoul d best be spent.

It's been a very informative norning. |
thank you all for your time and your efforts in comng
her e.

MR. ORSZAG  Thank you

(Whereupon, the above-entitled public
nmeeting of the Energency Steel CGuarantee Loan Board

was concluded at 11:20 a.m)
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